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On Aug. 12, President Sixto Duran Ballen's administration sold the state airline Ecuatoriana de
Aviacion to a consortium comprised of the Brazilian carrier Viacao Aerea Sao Paulo (VASP) and a
group of Ecuadoran investors represented by Juan El Juri. Opposition politicians, however, may try
to roll the sale back through legal channels, since they accuse the executive of improper conduct in
preparing the airline's privatization.
Ecuatoriana was sold simultaneously on the Quito and Guayaquil stock exchanges, making it the
third public enterprise to be privatized through the local financial markets. In 1994, the government
sold two state cement factories Cemento Nacional and Cemento Selva Alegre on the domestic stock
exchanges. VASP and Juan El Juri purchased all of the 21,947 airline shares that were up for sale,
representing 50.1% of Ecuatoriana's total stock. The consortium paid US$1,500 per share, for a total
of US$32.92 million, meaning the government earned more than three times the base price of US
$388 per share that it had set prior to the sale. "The base price was set at 1 million sucres (US$388)
per share, and they were sold for US$1,500 each, which amounts to more than triple the base price,"
said Patricio Pena, head of the State Modernization Council (Consejo Nacional de Modernizacion,
CONAM), which is in charge of the government's privatization program.
The government plans to sell another 24.9% of company stock on the local markets within the
next six months, after the new owners revamp the enterprise and begin operations. The final
25% of Ecuatoriana stock will remain in state hands, and will be controlled by the military airline
Transportes Aereos Militares Ecuatoriano (TAME). VASP and Juan El Juri will only pay US$10
million in cash for their shares in the airline. The remaining US$22 million will be paid through
investments in Ecuatoriana during the first five years of operation. The airline needs a huge initial
investment to begin operations, since the company stopped functioning in 1993 because of its
overwhelming debt. The airline owed about US$31 million to domestic and foreign creditors, but the
government absorbed that debt in November 1994 after selling US$31 million in state bonds to pay
off Ecuatoriana's liabilities and prepare the company for privatization.
"One of the most appealing aspects of the sale, which clearly attracted investors to bid on the airline,
is that the company has been completely released of its debt by the government, something that
very few other governments in Latin America have done when privatizing public enterprises,"
said Patricio Pena. Nevertheless, the company only has one airplane, a DC-10 that needs major
repairs and has been grounded since 1993. Ecuatoriana's assets include offices and spare parts, but
for the most part the new owners will have to build the airline up virtually from scratch. "The new
owners will have to supply a fleet of planes, working capital, personnel, training, and computerized
equipment," said Pena.
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According to Jose Chalen, spokesperson for the VASP-Juan El Juri consortium, the new owners plan
to add six more planes to the company immediately, giving it an initial fleet of seven aircraft once
Ecuatoriana's DC-10 is repaired. "We did not receive some incredible bargain," said Chalen. "We
simply paid what we were willing to pay based on the amount that must be invested in the company
to get it running." The company, which will begin operations in early 1996, will start out servicing
the 12 routes in South America, North America, and Europe that the airline had flown before it shut
down. The government, however, has assigned a total of 30 international routes to Ecuatoriana, and
the new owners plan to slowly expand services to the other regions, which include the Caribbean,
Central America, and new destinations in Europe.
Notwithstanding the apparent benefits of the sale, opposition politicians and some local investors
criticize the government's handling of Ecuatoriana's privatization. In particular, the domestic
airline SAETA (Sociedad Ecuatoriana de Transportes Aereos) bitterly accuses the government of
partiality in awarding Ecuatoriana to the VASP-Juan El Juri consortium, since SAETA allegedly
offered the government a much better deal for the airline earlier this year, but CONAM rejected
the offer without any public explanation. According to SAETA president Roberto Dunn Barreiro, if
the government had accepted his company's offer, the state would have received a total of US$49
million for Ecuatoriana, or about US$17 million more than the winning bidders paid.
Among other things, Barreiro says his company had promised to take responsibility for most of the
debt that the government had absorbed from Ecuatoriana, and it promised to pay much more in
cash for the airline than the VASP-Juan El Juri consortium, but CONAM never seriously considered
SAETA's offer. On the basis of SAETA's complaints, Congress appointed a special commission
early this year to investigate CONAM's handling of the Ecuatoriana sale. The commission later
reported that it had discovered irregularities, and it requested that the National Comptroller's
Office (Contraloria General del Estado) review the matter. Nevertheless, CONAM went ahead with
the sale, since the comptroller never requested that the courts freeze Ecuatoriana's privatization
pending the outcome of the investigation. "We are still waiting for the comptroller's office to release
its findings," said Pascual del Cioppo, the congressional representative who headed the legislative
commission that investigated the Ecuatoriana sale.
"While it is true that the comptroller's report has no legal strings attached, it does have ethical
implications, and the government should certainly have awaited the investigation's outcome before
proceeding with the sale." According to Del Cioppo, Congress will ask the courts to intervene if the
comptroller finds that any laws were broken by CONAM officials. Meanwhile, in a separate but
related development, controversy is growing over the Aug. 4 decision by Congress to approve a law
that will allow the executive to sell off a 35% stake in the state telecommunications firm EMETEL
(see NotiSur, 08/10/95).
Because Congress is officially in recess, legislative affairs are presently being handled by the
legislature's Assembly of Permanent Commissions (Plenario de las Comisiones Legislativas
Permanentes), which by law is allowed to hold congressional hearings and vote on bills with a
quorum of 17 representatives, or less than one-fourth of Congress's 77 deputies. As a result, the
vote on EMETEL's privatization was attended by only the minimum 17 representatives necessary,
and the law was approved by only nine of those attending, less than one-eighth of the country's
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legislators. Not surprisingly, opposition deputies say they will appeal to the courts to block the law's
implementation. "Through legislative maneuvering, the government arbitrarily blocked deputies
from participating in the debate, and we intend to get a court order to stop the bill from becoming
law," said representative Diego Delgado of the socialist Movimiento Popular Democratico, which
is spearheading the effort to roll back EMETEL's privatization. [Sources: Financial Times, 07/27/95;
Inter Press service, 08/04/95, 08/07/95; Notimex, 08/12/95, 08/14/95; Diario Hoy (Quito), 08/14-16/95;
Agence France-Presse, 08/05/95, 08/08/95, 08/14/95, 08/15/95, 08/17/95, 08/19/95; Reuter, 08/14/95,
08/15/95, 08/21/95]
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